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FOREWORD. 


I had intended to issue only quite a short 
refutation of the anti-deflation fallacy, but I 
found that in order to make myself clear and 
fortify my views by analogous experiences 
gradually the work has passed from a mere 
polemic to what is, I fear, a very insufficient 
and incomplete treatise. I should like to amplify 
still further, and I hope some day to be able 
to do so, and to treat of other most important 
economic problems of the day But incomplete 
as it is I think this should issue without delay, 
otherwise, while I am trying to still further 
sharpen the sword, the opportunity for its use 
will disappear And, again, if I say too much 
will people read "> and while I am refining and 
refining the reader will put it aside and attend 
to dining An incomplete statement, if it deals 
with essentials, may not be without its use 

I do not think the economists will find any¬ 
thing in the principles I maintain with which 
to disagree. But m their application there 
will be great differences of opinion. 

As in my former book, “ Currency and Prices " 
(P. S. King & Son), I have put much experience 
which is necessary to understanding into 
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appendices. This in order not to interrupt 
the argument. Those to whom these experifences 
are not new need not be delayed to consider 
them. But to those who have not made much 
study of the subject these appendices will, I think, 
be of use. Especially would I call attention to 
the mathematical demonstration of Appendices 
Dx and D2. 

With God’s will may it be that not always shall 
“ Their eyes be blinded that they cannot see ” 
I^et the right view win the day 
“ The truth shall make you free ” 



AFTERWORD. 


Since writing the above there has come upon 
us the great strike, and how this will work out 
has yet to be seen The mishandling of the 
currencies m every country under the new 
conditions created by the war, beginning with 
the calling in of all gold coin in every belligerent 
country, is principally responsible for keeping 
up the great world unrest set going by the war 
The strike, though it may ultimately be the 
means of teaching economic truth, must be, 
whatever happens, a great disaster, and a vast 
embitterment of human relations Let us hope 
that mankind will really study currency con¬ 
ditions and its laws, and realise the faults and 
fallacies into which it has fallen 

The immense multiplication of currency in 
the world could not but have consequences. 
What great economic disasters have fallen 
upon the world we all have seen But the con¬ 
nection of cause and effect has not been sufficiently 
realised, and the possible protective measures 
have not been adopted. 

A very little common sense and insight would 
show what I have said before,* that the difficulties 


* Sec pace 37 of my “Currency and 
bead "uSeet/-London: P. S. King & 
House, Westminster. 


Prices,” under the 
Son, Ltd., Orchard 
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and troubles from which the whole world is 
suffering are very largely due to the enormous 
multiplication of the world's currency and the 
correlative conclusion that to put the world 
right again currency must be reduced is not 
difficult to draw 


LANCELOT HARE. 




CURRENCY 

AND EMPLOYMENT. 


A reply to the financiers who assert that no 
deflation should be made, and that defla¬ 
tion spells disaster The truth is exactly 
the reverse, and unless there is reason¬ 
able and properly-regulated deflation high 
prices and unemployment will be com¬ 
pelled and must prevail. 

There has recently been a great speech from the 
Right Hon. Reginald McKenna (as Chairman of 
the London Joint City and Midland Bank) in 
which he lays down the doctrine that deflation 
means disaster, a view largely held by many able 
financiers, as witness the opinions laid down by 
them from day to day 

With the general remarks of Mr McKenna 
as to production, economy, the balancing of the 
national account, saving, removal of Government 
restrictions, reduction of Government expendi¬ 
ture and taxation, especially the excess profits 
tax, which is a sharing in the swag of profiteering, 

I am much more than m complete agreement, 
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but in regard to this question of deflation I am 
quite prepared to show that the opinion he 
puts forward is disastrously wrong. 

Now it may be said, “ Who are you to take 
a tilt against a man of such outstanding 
pre-eminence as the Right Hon Reginald 
McKenna, to say nothing of all the other great 
financiers who support him ? " Well, there was 
much the same questioning when David stood 
up against Goliath, even his own brothers were 
angry, and thought him presumptuous! But 
I seem to remember that for all his size, and all 
his armour, Goliath had a vulnerable spot. I 
accept the omen, for the safety of Israel (in 
this case all mankind will come under the 
definition of Israel) calls for great daring. 
But I am not bloodthirsty and am not intent 
on cutting off the head of a man, even if he is a 
giant, but only the head of an error. 

And now to business, and I go at once to 
the definition Air. McKenna gives of inflation 
and deflation. Unless we know what we are 
talking about we shall not get anywhere. The 
most fruitful source of error is ambiguity of 
language I should like to coin a new word, 
multtg uity, for it is not two, but many meanings 
which the new experiences which crowd upon 
us compel us to express by the same old words. 

Mr. McKenna says * “Inflation is always 

* * I am quoting from the report in the Times of 20th 
January, 1921. 
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associated with rising paces and deflation with 
falling prices" And then he turns to the 
Treasury—a very broken reed to lean on—and 
says “ I understand the Treasury mean by 
inflation an increase of purchasing power relative 
to the amount of goods available for purchases " 
Now neither of these statements are definitions; 
they are mere statements of observed facts 
I am ill after champagne and pat£ de foie Is, 
then, my illness necessarily due either to cham¬ 
pagne or p&t£ p Rising prices are associated 
with a good deal of bad language Is bad 
language necessanly due to inflation > 

This is definition which does not define It 
is too vague to be any use. When you say, Well, 
that is what I mean, I can only answer, Your 
language covers so much that it is not any use 
trying to refute it. Like the classical fight of 
Hercules with the monster, every head cut off 
becomes ever so many new heads 
Those who talk about deflation or inflation 
mean, or ought to mean, one thing, and one thing 
only, “ increase or decrease of legal currency." * 
Does Mr. McKenna, does anyone suggest any 
other way of procuring deflation than by with¬ 
drawing legal currency ? Legal currency is 
that form of money which is issued by the Govern¬ 
ment, has the Government imprimatur , and 
carries this peculiarity or characteristic feature, 
that any debt can be paid by it, and any one 
having a claim can demand to be paid by it. 
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It differs from other money in this very 
important particular—a quality not only imposed 
by Governments and enforced where necessary 
by their courts, but accepted, and under modern 
industrial conditions inevitably accepted, by 
all the people In England at the present day 
“ legal currency ” is the Bradbury, the fiduciary 
note Silver and copper coins may be dis¬ 
regarded for our argument for reasons which if 
well understood, viz , the essential limitation 
of these coins, with the consequences of such 
limitation, would explain the whole apparent 
mystery of currency 

Now, Mr McKenna always speaks of monetary 
deflation, whereas I propose to speak of " legal 
currency ” deflation The two are connected, 
but they are not on that account the same 
All currency is money, but all money is not 
currency Money includes currency and some¬ 
thing more which is not itself currency though 
dependent upon currency To shorten writing 
I write “ currency ” for “ legal currency " 

When David came forward and offered to take 
up the challenge I expect he was asked, " How 
do you mean to do it "> ” No doubt he explained 
to them his sling and stone, let me explain to 
you mine I have no doubt many to whom 
David explained his sling and stone were very 
sceptical about the fight. Just a bit of string 
and a round pebble from the brook, such simple 
things and so familiar! Well, a Bradbury! 
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Yes, we most of us are quite familiar with that 
How on earth can it be responsible for half a 
million of unemployed The explanation is, 
I believe, well within the reach of the simplest 
understanding if only the mind is given to it 
How does anybody get what is termed money ? 
He does so in two ways, either (a) he sells goods 
or his services, or (b) he gets credit, which means 
that he gets money for some promises which he 
makes These promises may take many forms, 
just as the goods and services may be of many 
forms Generally the promise is to repay in 
money with interest at a later date, and there 
may be goods or another man's word pledged 
Always there is the expectation that the promise 
made will be fulfilled So much as to how a 
man gets money I might have mentioned a 
third way, “gifts," but they are uneconomic 
and we may leave them out of the argument 1 

Sales 

Then as to what the man gets when he gets 
money He always gets currency or a promise 
to give currency If I sell my goods or services 
I get notes down, or a bill, or a cheque, or some 
other undertaking which is a promise to give me 
notes And this promise may be handed over 
as an obhgation from man to man with my and 
his consent, but not without, until at long last, 
or at any time the promises permit, if I insist 

•Now (May 1921) some four millions 

B 9 
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I must have the notes And then, again, let 
me point out, even when I take notes, at the 
end I always take some form of goods or some 
service for them. 


Credits 

Now, again, when I take credit I am taking 
a promise to give me notes, which, as in the case 
of the sale, I need not insist on having fulfilled 
immediately or literally. I can have these 
promises renewed and renewed and renewed 
again (almost always on conditions), and m the 
end here, too, as with the sales, whoever gets the 
notes always takes some goods or service for 
them. 


Money. 

And so we see that money is a promise. I had 
almost said “ nothing but a promise,” but that 
would have been a grievous error. It is a promise, 
but not any promise. A promise of money is a 
special and particular promise to give currency 
notes if they are demanded according to the 
conditions, express or implied, of the promise. 
The performance of the promise and its being 
made are limited by the difficulty of getting notes. 
Anyone can create this kind of money in any 
amount if he can give the notes or secure con* 
fidence that he will give the notes when they afe 
required. Usually in England this credit moBa? 
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is created by the banks because they are in a 
strong position to secure notes, which they get 
by purchase m the market It is their business 
to be dealers in notes, they sell them when they 
give credit How it is that they can always 
secure notes if they are given time I have ex¬ 
plained in Appendix B, pp 49-56, of my book, 

“ Currency and Prices ” (P S. King, 2s. 6d) 

It is in the failure to take notice of the dis¬ 
tinctive differences between currency and other 
forms of money that the error will be found 
And this error has been equally committed by 
the International Economic Conference Just 
so Goliath committed an error when he overlooked 
that he had a vulnerable spot on his forehead 
which his magnificent armour did not cover 
The argument of Mr McKenna rests on the 
assumption that there is a distinction between 
monetary inflation and speculative inflation, 
whereas there is no such distinction, but there 
is a distinction between currency inflation and 
inflation of other forms of money l All monetary 
inflation which is not directly currency inflation 
is more or less speculative If you have got 
the notes from Government or elsewhere there 
is little speculation as to whether you can sell 
them. The speculation only comes in when 
you have to compete for the existing stock and 
get them from someone who will spare them. 
And then there is this to remember, that currency 
is not used for one transaction only, # but is used 
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again and again, whereas your loan can only be 
used once The difference between the widow's 
cruse and an ordinary barrel! Follow this up 
and see what it means The bank pays out the 
loan it sells in notes, the notes go to the workmen, 
who pass them on to the shops, who pass them on 
directly or through others to the banks, who use 
them to finance their business again But when 
the loan is repaid to the bank this amount of 
loan money is cancelled But no currency 
notes have been cancelled The loan money then 
has a time limit, and a limitation in its use which 
is once, but the currency money has no time 
limit nor limitation m use except the restriction 
that it takes more or less time to make a round 
of several employments and return to the banker, 
who is the chief person to circulate it Currency 
goes on until it is withdrawn It never dies 
unless you kill it 

And what is more, it is always running round 
And that is why it is appropriately called currency 
Like the ball on the roulette table started rolling 
again as soon as it comes to rest And now to 
point out the fallacy that deflation can only be 
safely effected by increased production, and that 
withdrawal of currency notes spells the rum of 
industries. It is true that without increased 
production withdrawal of currency will be 
unwise and perhaps unsafe and probably dis¬ 
astrous m many industries. Alone it certainly 
will be ineffectual. So when Mr. McKenna says: 
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“ . the first attempt to force down prices 

by monetary deflation must be to cause severe 
trade depression " (if, as I presume, he means 
to effect " monetary deflation " by withdrawal 
of currency), I am in agreement But when 
he refuses to withdraw currency as production 
of goods increases, not forcing down paces, 
but following prices or going step in step with 
prices, then he is adopting an altogether wrong 
and disastrous management of the currency 
which must greatly delay recovery from the 
effects of the war It is entirely from want of 
understanding of the great principles which 
govern currency and the consequent improper 
handling of the currency that our currency 
is to-day below gold parity It might even 
have easily been kept at pre-war parity and 
this would, I believe, have been wise But 
taking it as it is, the recovery of our currency 
can only be accomplished by withdrawal of 
currency to, at, or about the extent to which 
it was depreciated by multiplication of currency 
It is probable that there is now somewhere 
about ten times as much British currency as 
before the war, allowing, as I shall presently 
explain, for the Bank of England notes of the 
smaller values. (See p 30) To recover average 
pre-war paces simply by increase of production 
would seem to require ten times as many exchanges 
as there were before the war If so, the world 
will take a long tune to grow to such a huge 
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increase, even allowing for increase of population 
and possible increase of exchanges per unit. 
It is, however, impossible to fix the number of 
exchanges which a unit of currency can perform. 
There must be an average for any time and 
place, but the conditions which affect this vary 
so much and are so difficult to detect and measure 
that it is only possible to judge by measuring the 
result, or rather the direction, of the movement 
from time to time, but this, fortunately, we are 
able to do by means of the general index number 
and seeing whether it is moving up or down 
And now to consider this great industrial 
disaster which is anticipated if currency is with¬ 
drawn. Look round and see what is happening 
now—-a great slump in prices Admittedly this 
is not due to any withdrawal of currency, for 
there has not been any It is due to this—prices 
were so high that people simply could not buy 
But the goods could not be held up indefinitely, 
as they must be sold for money to repay the loans 
by which they had been made, and otherwise to 
bring in income, and so the prices have been put 
down. It is a case of putting down prices or 
doing no business. The latter means rum 
altogether, and the former putting up with some 
loss, or, what is quite as likely, only accepting a 
smaller profit than was anticipated. Admittedly 
a falling market is not so nice for the seller as a 
rising one. It is much nicer to profiteer on 
rising prices, buy cheap and sell dear, than buy f 
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dear and sell for less than was expected. But 
needs must. If business is to be closed down 
altogether what is to be done for an income "> 
Prices went up and up, and now have to go down 
and down or business must be closed down. 
(Appendix Ai and A2.) But there is not going to 
be rum in the process, only the old scale of money 
profit or payment for services must be cut down 
as the going down goes on. If the world, or this 
country, or any market, is to go back to pre-war 
conditions it is by average prices going back. 
Oh, yes, it is easy to understand how and why 
sellers shout ruin The buyers have had to 
suffer losses hitherto, and now it possibly to some 
extent is the turn of the sellers But rum—why 
rum ? Certainly not of the nation All are 
both buyers and sellers If the buyers are to 
make their fortunes and the sellers be ruined, 
well, then, since we all are both, as a whole 
where does the nation come out "> 

But this is not an argument I wish to press, 
because I am out for justice as between man 
and man, and though the State may remain the 
same when goods go over from one class to 
another grave injustice may result to the class 
that loses. But m the present case there is a 
great compensation for the temporary loss or 
diminution of profit which accompanies falling 
prices. It is to be found in growing or increasing 
business. This, like " mercy ” in Portia’s beautiful 
words, “is twice blessed. It blesseth him that 
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gives and him that takes/’ Increasing business 
finds employment and income on the one hand 
for those that give, i e , who produce, and goods 
to enjoy for those that take, i e , who buy 
As the movement is general all are more or 
less givers and takers, and all gain, and gam 
doubly 

And more, again, than this It is well known 
that increased sales at a lower price often bring 
more m than fewer sales at the higher prices 
would have brought, with a corresponding gam 
to the producer and to the consumer—a gam 
which is not quite the same as the gam 
last indicated A large quantity of goods 
can be produced at a cheaper rate than a small 
quantity. 

To talk of rum is to misunderstand or to refuse 
to accept the essential conditions of exchange 
through the medium oj a currency An essential 
condition of the change back to pre-war conditions 
is that time must be given (but not too much 
time)—time because the change requires an 
infinity of adjustments But given time the 
adjustments can be made And they must be 
made by going back over the road which brought 
us where we are And how have we got to 
the present high prices > Partly and largely 
by multiplying currency and the other part 
by diminishing the goods And then Goliath 
stands out and defies the natural forces and 
says, “ I am so great and so well armed, if I 
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say diminishing currency is disastrous, why, 
then, it is I will give any David who says that 
it is not to the fowls of the air and to the 
beasts of the field ” 

Now, one of the conditions of walking home 
as that of walking to office is that each leg must 
move, and not only one leg No juggling with 
words and description will get away from that 
fact, and it is the same with currency It is no 
more possible to go back to pre-war prices and 
general welfare conditions by only increasing the 
goods than it is to walk to office with only moving 
one leg And if I am asked, " Why is this and 
what has it to do with exchange "> " the answer 
is easy Currency is of the nature of a machine 
—a machine for effecting exchanges In this it 
resembles language, which is a machine for 
expressing ideas, or a motor a machine for going 
journeys And each works its own way, and 
within its conditions is inexorably rigid, and m 
certain circumstances will take command They 
know who have ever been run away with or had 
a skid Now all prices are expressed in terms 
of currency, and the consequence is currency 
determines the prices Not in any and every 
sense of the word determines but in some of its 
meanings, and in this sense, that if the value of 
the currency is altered the prices will alter 
Currency and paces must go together It is not 
possible to move the one very far without moving 
the other also. 
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But, again, because also the goods can increase 
in quantity and also determine prices m their 
measure it will be found that if goods are short 
they too must be increased to get back to pre¬ 
war conditions. But production ajone will not 
do, because the goods cannot be sold at the price 
demanded or rendered necessary by a redundant 
currency. Then the price must be reduced to 
make them sell, and one of the conditions of 
doing this will be by reducing currency. Oh, 
but it is said, then the seller is ruined. Not so , 
he recovers m two ways When currency is 
reduced all prices are reduced, and so the seller 
will in future have to pay less for goods he 
buys to sell and goods he buys to enjoy and 
consume. Exchange is made at a higher pitch of 
goods, and goods are what everybody wants to 
enjoy. To have more of the good things of this 
world is the getting back to pre-war prosperity. 

If currency is not reduced, when can it ever be 
exacted to get back to pre-war prices ? There 
is the slump to-day which is really only a stoppage 
of a rise or a small reversal of a rise, but back 
prices will go to the prices the currency demands. 
Production will settle down at the scale fixed 
by- prices and employment will correspond. 
(Appendix Di) 

Perhaps a word is useful to explain why, in 
spite of production, there is not sale. Why did 
not incomes keep pace with the nse of prices ? 

; Because Incomes arise'from production of goods 
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and rendering services, but pnces are governed 
by the quantity of currency there is relatively 
to the goods and services of which it has to 
carry out the exchanges. And though goods and 
currency are inevitably connected, since all 
exchanges of goods are made through currency 
the two can and do move separately, and the 
mere increase of currency has no direct effect on 
the production of goods (Appendix D2.) 

The machine of currency can take possession. 
It will only work in its own way And its way 
is, unless duly reduced m quantity, to hold up 
the recovery of prices by holding up the pnce 
and so preventing sales, and so restricting pro¬ 
duction and cutting off employment Exchanging 
goods on the pre-war scale cannot come about in 
any reasonable time unless the enormously 
inflated currency is pulled down Produce more 
boots and put them into exchange, and infinites¬ 
imally general pnces are reduced, but reduce 
currency and all prices of all goods are reduced. 
(Appendix Ei) Not all at once, of course, that 
is not the way things work, but one thing pulls 
down another, and so on m an inconceivably 
intricate way. (Appendix E2) But really and 
truly all the same What is true of the units is 
true of the total And this is why, so far as we 
have gone down by the way of increasing currency, 
so far we must go up the same way. Would 
anyone use the escalator only to go down with ? 
The escalator is both a different staircase to the 
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fixed steps and a quicker means of travel Or, 
to put a better illustration, say a man has come 
to town from the country, partly walking and 
partly by tram Would he expect to get home 
again as quickly if he only walked home ? Not 
if his home were far away 
And now to turn to the Bankers, for as Mr 
McKenna was speaking as director of a bank, it 
was of banks he mainly thought Yes, the banks 
will turn over less money, and as they take 
a percentage on the turnover will get less money 
But here again they get their compensation. 
The less money they are receiving will not bring 
very much, if any, less goods on the whole. Some 
lessening there may be during the process of the 
profits they have made in recent years But is 
the prosperity of the country to be held up in 
order that every seller of services and goods may 
be able to go on making the profits he has made 
of recent years ? Then so must every buyer 
continue to lose as he has done of recent years 
But we want, and if the national leaders are 
wise they will insist on, measures which will 
raise the standard all round. More services and 
goods given and more enjoyed—back again to 
pre-war conditions and to better conditions far. 
Nor if we go slow m deflation need we fear the 
banks will break. They will only break through 
bad management, and giving loans where they 
cannot be repaid. Loans from banks are for 
limited terms and are repaid fairly quickly. 
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The risk m bankers' business is in issuing too 
much in loan at one time, and unsound loans 
which will not be repaid If some restriction is 
necessary as to the former because of withdrawal 
of currency, much saving of money for industry 
will be made if loans are not given for purely 
speculative as distinct from productive purposes 
It may, indeed, be said that hardly ever need 
a really safe loan for industrial purposes be 
refused, if in the term " safety " is included that 
the industry can safely bear the cost of the loan, 
for if it is sure to be paid it can be extended if 
it is only time that is needed Such a delay in 
repayment may delay the issue of new loans. 
And here again let me repeat what I have 
said above in regard to the producer. 
Strange as it may seem, there will be an 
increase of business to the banks even in the 
issue of loans, their main source of profit, 
notwithstanding there may be a decrease of 
currency If deflation keeps pan passu with 
increased production and is not too greatly 
hurried, in the enormously increased openings 
for safe loans judged by the criterion given 
above, viz, loans which can be repaid in 
accordance with their terms, increased business 
will arise. But whether or no the recovery of the 
country must not be held up for the selfish 
interests of the few. Gradually but surely 
currency must be reduced. It is not enough that 
it must not increase. 
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Fallacy of Inequity of Deflation. 

And now, having, I hope, killed the error, let 
me cut off a head, and I will do it as David did, 
with Goliath's own sword * One head of the 
error shows itself under what Mr McKenna says 
under " Effect of proposed deflation on Govern¬ 
ment liabilities," and I- will show you its falsity 
and how the falsity arises Mr McKenna says 
" Let us suppose that it were practicable by this 
process to bring prices permanently down to the 
pre-war level What sort of charge would our 
National Debt then mean to us ? It stands to-day 
at £7,770,000,000, mostly borrowed when money 
was worth very much less than it was before the 
war. With paces back to their former level, the 
true burden of the debt would be more than 
doubled, or m other words the creditor would 
receive a huge premium at the expense of the 
debtor." 

If we examine this argument we shall see that 
two different things are spoken of as if they were 
the same. The debt is incurred m money and 
will be paid in money, but the argument assumes 
that it is incurred in money and paid in goods. 
Mr. McKenna is a banker and has dealt in bonds. 
Bonds are promises to pay so much money. The 
promise must be kept in its terms. If the terms 
of any contract are altered at will all sorts of 
funny results ensue. That is German practice^ 
With them a bond is a*bond only so long as it 
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is m their favour. That was their war slogan 
as applied to Belgium, and is still their attitude 
as to the peace treaty, and they say the same 
as to the origin of the war In their view it is 
enough for them to say the Allies began it, and 
well the Allies did so There may be some who 
remember that at the beginning of the war there 
were Germans who openly said, “ We will win 
the war and we shall write that the Allies began 
it, and we will take care no one writes anything 
else ” The difference is of a thing in terms of 
itself and m terms of something else. Strictly 
speaking, a thing cannot exchange for itself 
But a thing in being can be given for the promise 
of a similar thing or the same thing at a future 
time If a farmer borrows 100 bushels of com 
and promises to return no, he cannot plead, 

*' Oh, corn has gone up in price, I will only 
give you 80 ” He might, however, have bought 
at one price and sold at another, making a loss 
or a profit m money Corn has vaned in pace, 
but m terms of com there has been no change 
in the contract which must be fulfilled exactly 
as it was made, as is only fair and just. Govern¬ 
ment will get the? taxes in money and will pay 
in money, and for the taxpayer, whereas it 
has been much harder for all on fixed and limited 
incomes to pay taxes, because the shopman 
demanded so much more, it will be very much 
easier when prices are lower; and Government 
will need to demand much less from the tax* 



32 


Currency and Employment 


payer on account of wages and goods It will 
not pay less on its debt when currency recovers, 
but this is only a part of its expenses As to 
this, what is sauce for the goose is sauce for the 
gander, and if contracts in currency are inter¬ 
preted literally when currency is going down, 
then also must they be so too when it is going up 
For those who make their incomes by selling 
goods, they will give less for the future goods 
they buy to sell, and if they handle less money 
will handle not less but more goods for sale and 
for personal enjoyment 

Mr. McKenna has changed over from money 
to goods m the course of his argument (See 
Appendix B) 

The main fallacy about deflation arises because 
a fall of prices is considered apart from one of 
its most essential causes, and from some fatality 
the distinction between a fall of prices due to 
withdrawing currency and a fall due to increase 
of production of goods is not drawn But the 
former is universal and immediate on all prices 
and the latter appears only gradually, article by 
article 


Bank of England Notes 

I am not now proposing to deal with the 
many difficult and intricate considerations which 
must determine currency management, but I did 
refer to the issue of Bank of England notes 
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against gold, over 131 millions of pounds worth 
on the 18th December, 1920, and now I believe 
some 156 millions. The smaller value notes must 
undoubtedly largely displace currency notes—and 
the larger ones act as negotiable cheques and 
bills (Appendix F), and from the strong position 
of the bank all these notes must tend to swell the 
currency both directly as substitutes and as 
instruments which make the currency go further 
It is changes of custom and the gradual growth 
of such issues as these bank notes under existing 
circumstances—legislative enactments or custom 
forming reserves, and so on—which interfere with 
the strict literal and direct application of the 
quantitative theory, or supply and demand theory, 
as I prefer to call it, and make it necessary to 
constantly watch carefully the currency problems 
in all directions and make a Commissioner of 
Currency with experts to control the currency 
necessary. They must be quite independent of 
the department of the Treasury dealing with 
ways and means. It will often happen that 
some measure has been taken or something has 
arisen which, though not a direct increase of 
currency, is the equivalent Such are the great 
measures of reform adopted in America in or 
about 1909 which have made their currency 
much more effective. But the principles remain 
true, and must be the supreme guide in dealing 
with currency questions. (Appendix C.) 
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Bank Reserves 

I would like to say a word as to the amount 
of the leserves of currency which the banks 
habitually hold When the Currency Commission 
sat during the war they decided that it ought 
to be 20 per cent of the banks' obligations, and 
this was very wise But that Commission made 
the wrong assertion that it was the business of 
Government to keep the reserves at 20 per cent, 
by issuing more notes instead of the bankers’ 
business to do so by buying notes m the market 
and paying for them what was necessary, and 
only coming to the Government when they could 
not get them in the market Gone is this dictum 
of the 20 per cent like the flying leaves of 
autumn,* and we have been down to nearer 7 or 
even 6 per cent, probably an unduly low reserve, 
as only a slight panic would put a great strain 
upon the banks It would be a calamity if the 
Government should have to come to the rescue 
of the banks again as at the opening of the war, 
because it would be a grave disturbance of trade 
and would unsettle the minds of those who do 
not understand—the great crowd who naturally 
have not studied currency 
And now to close, and to leave further detailed 
remarks to a work I hope to issue shortly. Let 
us close on a note of practical busmess As an 
administrator of 40 years it is that which interests 
me—not the talk, but what comes out of the talk. ( 


• See my book ‘'Currency and Prices," pp. 19, &c. 
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Currency must be deflated pan passu with 
production With a crying need for goods there 
have been overflowing store-rooms, but no sales 
Joined to this we see excessive unemployment, 
not slight unemployment here and there, but 
general and widely-spread unemployment This, 
under present conditions of enormous inflation, 
is a sure sign of the urgent need for deflation. 
Currency Commissioners, I repeat, with expert 
advisors, should have sole charge of the currency, 
which should be taken out of the hands of the 
ways and means department of the Treasury 
Care will be needed in deflating, and it must 
not go too fast But to say that if the tram goes 
too fast it may run off the rails is not to say it 
must not leave the station If currency is pulled 
down too fast a severe blow may be dealt to 
industry, if adjustments cannot take place so 
fast, and the banks will have difficulty in meeting 
their obligations But the Currency Commis¬ 
sioners must make it very clear to bankers that 
they are not going to stay deflation to enable 
loans to be given for hold-up speculations Loans 
for spending, yes, all loans are for spending, 
but not for spending on great hold-up monopolist 
measures. Here the banks can help enormously, 
and they can be fully trusted They are just as 
anxious as anyone can be for the recovery of the 
country from the devastating war, for are they 
not themselves of the country ? There must be 
no attempt at detailed Government interference. 
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nor can Government usefully lay down any rules, 
except perhaps at the joint recommendation of 
the banks, where it is necessary that all the banks 
should act on the same lmes But otheiwise 
Government will not be able to put up any official 
who will know more than or half as much as the 
ablest men in the City. Government would have 
to go to the City for such a man, and the man 
they took and made supreme would be a grievous 
burden upon all the others, the great leaders of 
finance. 

In every country there must be similar 
deflation. The great question of gold currency 
deflation also must be faced If gold goes back 
for use as currency in the countries whence it 
came, this of itself will go far to bring it back to 
its pre-war value, and then there may arise the 
question of its going up too far m value, as m the 
bimetallist discussion days To this I have 
attached too much importance m my book 
" Currency and Prices ” This is so far ahead that 
we may take time to think it over. But the 
principle of its solution will be found in these 
pages and my book “ Currency and Prices." 

If a country is deflating it is fairly easy to do 
business with it; especially if the rate of deflation 
is fairly even and not too violent. Calculations 
can in those circumstances be made with toler¬ 
able certainty. (Appendix D3) It is uncertainty 
which is the main check to business and leads to 
refusal to do business at all. We might probably 
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do business with Russia to-morrow if there was 
any, even the smallest, chance that they would 
deliver the goods, and if for want of faith m 
their Government or its refusal to give its word 
at all we were not obliged to refuse to consider 
business altogether 

Given all countries move together and pull 
together and help each other, recovery may be 
mercifully quick Foreign exchanges like home 
exchanges will settle themselves by return to 
pre-war currency and also so will their pre-war 
stability be re-established 

Always in considering exchange of goods and 
services through a medium it must be remembered 
that it is goods and services which are ultimately 
exchanged If for goods other goods will not be 
taken, then all that can be done is to heap up the 
medium, as America has heaped up gold in her 
reserves. Unless this gold is taken back for other 
goods exchange is choked off The Central 
European countries have had, and some still 
have, no goods to give, and if they had any they 
would want in exchange not gold to be returned, 
but goods, which America is only too anxious to 
exchange. And so for some time at least this 
gold is not likely to be taken back. As in the 
old classical fable, the man was crushed to death 
by an excess of gold, so exchange is crushed by an 
excess of the medium of exchange. If exchange 
of goods is only carried half way, i.e., to currency, 
then it shuts down. 
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And, to leave currency a moment, in practical 
work or, as we may say, real life, foreign exchange 
is only possible if the foreign goods will be 
received (Appendix D3) This is not purely a 
currency consideration, but it is inextricably 
bound up with the currency problem 
It does not directly concern the argument of 
this paper, but the greater question lies behind 
and must be faced Currency is not only a 
medium of exchange but a measure of values It 
is the common denominator of all values, and it 
has got to be made constant This can be done 
on the lines indicated above and in my book 
" Currency and Prices,” viz , by regulating its 
amount from time to time according to the 
varying work it has to do And the work it 
has to do to-day can be very closely judged by 
the work it did yesterday, and this is measured 
by the general index number In time this will 
come to be understood and currency will be 
regulated accordingly, to the immeasurable 
benefit of mankind 

Some general remarks on currency not 
immediately connected with the argument of 
this pamphlet are made below at page 54, and 
to these attention is invited 
The last word I wish to say, and would wish to 
drive home with all the power that I can, is this: 

Tampering with the currency and its mis¬ 
management is the most disastrous act a 
.Government can do. Injurious to all but a 
favoured few, it is deadly to the poor. 
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Scene Repricing goods for a sale 

Jim What price Bill for these boots 7 

Bill What are they priced at now 7 

Jim £4 

Bill What did they cost 7 

Jim £? 15s 

Bill Put £3 reduced from £4 

APPENDIX A2. 

I remember when I was a boy a cousin who had 
an indigo plantation, and whenever he did not make 
as much as he expected he used to say he had made 
a loss I used to think, but was in too much awe 
to say, “ I wish I had some of your loss " 

A great landowner in Bengal was grousing about 
his taxes to a missionary, and the latter said " You 
ought to be very thankful you have got so much 
money to be taxed • ” 

APPENDIX B. 

If a farmer borrows 100 bushels of wheat and 
undertakes to repay no after one year, that is a 
clear and distinct bargain. 

If he borrows £450 at 10 per cent for one year and 
buys 100 bushels of wheat at 90s. the bushel, paying 
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£450, that is another and different bargain It is a 
parallel bargain but distinct and separate from the 
first bargain 

Jn the first case it is almost certain that a sample 
of the wheat will be kept and that the bargain will 
specify that the wheat returned must be according 
to sample In the second case nothing will be said 
about the notes and their value It might be so, 
but the value of a note is assumed to be constant, 
and if it is not the Courts will enforce the bargain 
literally all the same 

And so to the fallacy of Mr McKenna As a 
banker he is accustomed to deal in bonds both as 
buyer and as seller Let us take him as seller first 
His bank issues bonds, we will suppose, for £100 at 
par. It goes on issuing them and they become 
cheaper and go down gradually, perhaps to £80 
His bank then begins to buy them back and they 
go up again gradually to £100 Can he claim that his 
bank has made a loss 7 He issued and got £100, 
£90, £80 and intermediate rates, and as he bought 
back he went up again along the same scale Is the 
true burden of his bank doubled ? Has it paid out 
more than it got 7 

Then let us consider Mr. McKenna as creditor 
or buyer of the bonds issued by his bank or any other 
body. Will he say he has got an unfair or inflated 
payment when he gets on the due date £100 on 
repayment of a bond which undertakes to pay £100 
on that date 7 He will not admit that because he 
bought the bond at £80 he must only get £80, or 
that he has got a penny more than he bargained for. 
He may have bought at £100 or over. 

Oh, but someone may say, Bradburys are not 
bonds. Are they not ? Then what are they ? 
They are bonds issued by Government, carrying an 
implication that on the average they will buy much 
the same quantity of goods which Government 
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ought to have kept at a constant value, but which 
every Government has grievously mishandled, even 
gold-currency Governments such as America, and the 
silver-currency country of India 

Government has issued Bradburys and gone on 
issuing them till they have gradually fallen to theft 
present value They must go back along the road 
they came and buy them back, as in the case of the 
bank I put above I need not remind a mathe¬ 
matician—as is Mr McKenna—that in an equation 
any symbol as, say, b may stand for Bradbury or 
bond or both combined, but must not be changed 
from one use to another use while solving the same 
equation 

Exchange is inversion (see page 54) If there is 
inversion and exchange, there is double inversion 
and it is a case of as you were 

What happens in the case supposed is that debts 
expressed in terms of currency do not get any 
remission by reason of a rise in the value of currency, 
while currency payments for goods are lessened. 
This is conditioned by the rule and law that contracts 
in currency are interpreted as if notes were always of 
the same value (See p 39 of" Currency and Prices ') 


APPENDIX C 

Go for the great principles first of all Eet details 
be adapted to the mam object 
I have been told that because I am not an expert 
m finance and only say the simple truth with some 
only of its consequences, as that “ if currency is 
watered down inordinately it must fall in value/' 
I am telling nothing useful, nothing new But if 
Governments will not act upon this simple truth, 
is it nothing to insist that they must do so, for other¬ 
wise all the people of this country, all the people 
of the world must suffer most disastrously ? 
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Let me put an illustration I am living, let us say, 
in Edinburgh, and to a traveller who is bound for 
London I insist that he must travel south He says, 
“No North is the way to go and that way the 
road is best ” And so I say, “ Yes I may grant you 
the north Scotch roads seem better than the southern 
English roads, but think how long it must take 
you to reach London by the north Perhaps you 
will cross the North Pole and travel down the other 
side of the globe and round the South Pole, and up 
again across the equator northwards to London 
Or it would be possible not to go so very far round, 
but by ioo to 1,000 routes to work round to London “ 
But the direction to go south is eminently useful 
advice It is no answer to say, “ You don’t tell me 
the street by which I am to start nor the towns I am 
to pass To tell me to go south is merely foolish ” 
“It is not, provided always you are so foolish as to 
insist on going north It would be superfluous if you 
were setting off towards the south, but this is just 
what you will not do I travelled up from London 
to Edinburgh and so I learnt that the latter town 
is north of the former Also I learnt something 
about towns to pass and roads to take But there 
are many routes you might adopt You can go by 
Carlisle and Crewe or Newcastle and York or other 
ways If you like I will go into that also with you 
if I know your views and wishes But I don't 
pretend to know all the roads and routes, nor what 
you would like to see on the way ’’ 


APPENDIX Di. 

On askmg a man of some experience in finance 
if my views did not seem to him quite clear he said 
“ But Mr McKenna msists as you do on production 
What is the important difference between you ? ” 
or words to that effect. Perhaps I can make the 



Appendices 


43 


position clearer and bring it home more strongly by 
graphic representation 
Let A represent any goods or services 
Let C represent the currency unit 
Let p and r be multiples of A and C respectively. 
pA exchanges for rC 
will represent an\ sale or purchase 
Now " exchanges for " is clumsy and some new 
symbol must be invented to replace it It is very 
dangerous to invent new symbols or new words, for 
though the inventor may have a very clear meaning 
attached to the word or symbol other people may not 
They may have a difficulty in grasping the meaning 
intended or they may refuse to attach the symbol 
to it, i e , refuse to adopt it 

I have thought of such an expression as 

(? because exchange is made through a currency 

which is variable and X stands for a variable or un¬ 
known quantity in mathematics, and C I have 
already taken for currency and the ring would signify 
that the expression is a symbol and that X and C 
are not to be considered in their usual senses But 
this is clumsy, and the connecting ideas may be said 
to be far-fetched Symbols are conventional, and 
it is better to use a conventional sign, and that which 
occurs to me is the love-knot co This does signify 
agreement and is used to signify exchange of love, 
and I would use it graphically to signify exchange 
of goods and services, which also is by agreement 
and mutual consent I believe the figure is not yet 
appropriated to any mathematical use It shares 
the advantage which = has to express equality 
that it is symmetrical and points equally either way 
A=B and B=A are both expressed by either. 

A 00 B also suggests the important fact that if A 
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exchanges for B, then B exchanges for A Also the 
figure oo is analogous to cc, which in mathematics 
expresses "varies directly as” and oo which expresses 
“ varies inversely as ” 

If this notation is accepted then 
pA oo rC 

will represent any and every sale or purchase and can 
also represent the sum of all sales and purchases in 
a given period 

Now let us consider the expression rC C represents 
the note and r the number of such notes The measure 
of value, or price, is r, and C is the standard of measure 
So long as C remains constant in value the same 
number of notes will represent the same value in 
exchange But if C falls in value, then the same 
value can only be represented by an increased 
number of C’s, i e, r increases 
A fall in the value of C in exchange arises from its 
undue increase in quantity in excess of requirement 
or demand. 

So much for rC , and now to consider pA Here 
again it is the case that if the number of items of 
A put up for exchange increases in excess of the 
demand the value of A in exchange falls 
Both goods A and currency C decrease m value in 
exchange when they are increased in quantity. 
This being true of both, when they are balanced as 
in an exchange, their increases or decreases if pro¬ 
portional set off against each other Tbs is expressed 
m economics by saying that the value of an article 
increases if its quantity increases out of proportion 
to the demand. The demand of goods A is clearly 
in any single exchange transaction (and in the sum 
of all transactions taken together) the amount of C ” 
currency wbch is put up against it. Vice versa the 
demand for C currency is the amount of goods wbch 
are put up against the currency. The grapbc repre • 
sentation clearly shows tbs fact. 
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I avoid the word depreciate in this argument, and 
use the word multiplication or increase in quantity, 
both because it is here essential to keep the argument 
under a numerical aspect, and because it is assumed 
m this economic consideration that the quality 
remains the same and so depreciation which may arise 
out of a lowering of quality must be ruled out of 
consideration All the qualities and consequently 
the values so far as they depend on qualities must be 
assumed to be unaltered We must not allow our¬ 
selves to be led away by the consideration that multi¬ 
plication or increase of quantity involves depreciation 
of value in exchange, into holding it to be the same 
as depreciation of quality 
And now to look at our expression 

pA oo rC 

as a whole 

When we give our symbols numerical values and 
so bring the proceeding under the laws of numbers, 
which are the most certain, invariable, and indubitable 
of all laws, because they are founded on a universal 
and unvarying experience, we get the following results 
It is first to be observed that the fact of exchange 
expressed by oo implies or involves inversion. That 
this is true will be seen at once when it is considered 
that in an exchange what is taken from the one is 
given to the other and vice versa 
Now the consequence of the exchange and conse¬ 
quent inversion of pA and rC is that the price of A 
in terms of currency falls when A is multiplied 
beyond the demand for it (i e , beyond a corresponding 
multiplication of what is put up in exchange against 
it) and rises when the number of A is diminished, 
and this our experience confirms This it will be 
observed is exactly opposite to the action of the 
multiplication of C- 

Clearly it is possible to get back to pre-war con¬ 
ditions if currency and goods each go back to their 
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pre-war conditions This must be true even if other 
ways of accomplishing the same result can be shown 
I do not believe any other way can be shown except 
the slow and difficult, if not impossible, way of alter¬ 
ing all contracts already made, and all existing 
customs as to wages The former can only come by 
expiry or the death of those whom they concern 
And the latter would throw an intolerable hardship 
upon those least able to protect themselves 

With this reversion to pre-war conditions 
indeed I should be satisfied, but there is more 
to be said and to be explained Currency takes 
a different position from all other goods because it is 
currency and all exchanges are made through it as a 
medium Currency is only a half-way house to the 
ultimate exchange which is always in view viz , the 
exchange of goods and services for goods and services 

I therefore make the following addition to my 
graphic representation 

Let B=any goods 01 services other than that 
represented by A, or it may be the same as A or a 
different amount but given at a different time, and 
let q be its multiple 

I would then express all ultimate or final and 
complete exchanges graphically by 

pA co rC oo qB 

In an industrial country practically all exchanges 
are made through the medium of the central item, 
currency 

Now from the above graphic representation many 
valuable conclusions can be drawn, but the one 
I am for the moment concerned to show is that 
already mentioned, viz, that" C determines the pnce 
of everything The number of notes r, is the pnce 
and it vanes inversely with C. meaning by this that 
as C diminishes in value r must increase to give the 
same result. It then appears that by increasing the 
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quantity of currency C issued, and so diminishing its 
value, all prices can be and are raised without touching 
the goods and services represented by A and B 
And so also I demonstrate the conclusion that to 
withdraw redundant currency is not merely on all fours 
with increasing goods in its effect on prices, but it is 
infinitely more efficacious, because while an increase 
of A will lower the price of A only, a fall in the quantity 
of C will lower all goods and services 
And so to pass to my argument that a fall of 
prices due to withdrawal of currency is very much 
more efficacious than a fall due to increased pro¬ 
duction, though both cause a fall in prices In the 
one case the producer who gives more goods recovers 
by getting more goods, but in the other case the 
increase of production may be confined to the goods 
the producer has to give and need not extend to 
those he has to get 

Another important truth which may be noticed 
is that increased production will certainly move 
forward unequally, and this is a consideration of 
immense importance For upon this depends that 
some one must be first to reduce his profits or even 
perhaps temporarily suffer a loss if he is selling things 
he has already bought If the fall of price of an article 
is due to its multiplication alone, other things re¬ 
maining the same, the producer gets less for a single 
article, having under competition with other producers 
to give more of the article If, however, the fall is 
due to reduction of the currency it falls with equal 
speed upon all goods and services 

Again, a little consideration shpws that, for 
instance, a man cannot live on boots alone He 
cannot get very far with any one commodity or 
service in exchange if he goes for direct exchange, 
and he cannot make a direct exchange except rarely. 
It is not possible to take an hour's speech to a judge 
and offer it to the booking clerk for a ticket to Edin¬ 
burgh, or an hour’s work at turning a lathe But 
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currency is taken or a promise of it, and with this a 
call on any and every goods is obtained and if less 
currency is obtained for the goods sold less is given 
for the goods bought 

This central position of currency in the matter of 
exchange may be likened to a class of children of 
different heights standing on uneven ground m 
different positions in the sun, whose shadows all 
grow longer as the sun goes down or shorter as the 
sun goes up The true heights of the children are 
not affected by the sun or by the unevenness of the 
groimd, but their shadows are affected by both 

Or, to give another picture, let exchange through 
a medium be represented as girls dancing and circling 
on uneven ground with their nbbons round a may- 
pole As the pole is lengthened so must all the 
nbbons be made longer In this there is shown the 
connection between pnces and the pitch of the 
average pnce, which I have explained fully in my 
book " Currency and Pnces " (p 32), and the uneven 
ground produces another vanation of the ribbon 
lengths, corresponding to the individual vanations 
which always accompany a general nse {see p 57 of 
,r Currency and Prices ”) 

And another point of my argument may be made 
to appear from the graphic representation, though 
perhaps it may be said that this does not appear so 
obviously. This central C can be and is used agam 
and again in exchanges, and is not consumed, but 
the goods A or B are generally exchanged only once. 

C is not exhausted no matter how often it may be 
used, but A and B Have no such quality when they 
are consumed or appropriated, as eventually they 
always are. Of course I am saying nothing new in 
this Appendix, but only repeating quite familiar 
facts, but they are facts whose significance does not 
seem to have been appreciated. 

How on earth any one who has fully considered 
the nature of exchange through the medium of 
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currency can really suppose that so far as prices 
have been raised by multiplying currency they can 
be expected to be reduced without bringing the 
amount of currency back to its normal pre-war 
condition I fail to understand. It cannot be done, 
but in some long time, perhaps a century, wages 
and other incomes and prices will no doubt adjust 
themselves and a new scale or pitch of prices will be 
established all round. At present it is only very 
partially re-established, and owing to the inevitable 
reaction of prices on production the process, as it is 
dependent on production, is being held up In time 
those who have suffered and are still suffering from 
the depreciation will have died out and old contracts 
will expire, and new contracts and new wages will be 
made on the basis of a new average pitch of prices. 

APPENDIX 1)2 

The argument that incomes stand apart from 
prices—-they are not altogether independent—can 
be illustrated graphically 

Using the sign oo to express " exchanges for ” 
the graphic expression of exchanges 

pA oo rC co qB 

will express any and every exchange It is at once 
apparent that if exchanges of A for B were made 
direct rC would drop out and prices as we know 
them, i e , as so many items of currency, would 
disappear. This is exactly what may be observed 
in primitive villages in India, especially among the 
most primitive of all the isolated hill tribes such as 
there were many on the NE. frontier where some 
of my work lajr. 

Production obviously can go on independently of 
currency, but where currency is used any change 
in currency modifies exchanges. . 

See Appendix Di for explanation of oo. 
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APPENDIX D3 

Following the system adopted for home exchanges 
the graphic representation of exchange for foreign 
exchanges will be 

pA oo n Ci oo r 2 Cs oo qB 

It appears at once from this why foreign exchanges 
are now so difficult to calculate, when it is remembered 
that Cx and Ca, the currencies of the two countries 
respectively exchanging goods, are themselves con¬ 
tinually cl&nging in value independently while 
they are nominally held to be of the same value 
And if it is further considered that often exchanges 
are made through the medium of several countries, 
raw produce going, say, to Belgium to be partly 
worked up there, and then to France to be further 
worked up, and then to England say, and so on, 
it must appear that the uncertainty must be still 
further extended 

But that is an argument by the way The important 
consideration I would notice is that in the present 
uncertain condition of all currencies, foreign exchange 
can be brought to pre-war certainty if currency is 
left out of the exchange altogether and direct exchange 
of goods is substituted As at present, each party 
to such an exchange will calculate his gain from the 
exchange in terms of his own currency The English¬ 
man will calculate, say, that if he gets so much wheat 
or so much oil from Russia of a specified quality 
he can sell it in England for so many notes. The 
Russian wants so many machines in exchange If 
the Englishman can buy the machines for less notes 
than he has or will obtain he can go ahead. 

I would, however, warn the Englishman that 
under present conditions'he had better handle the 
Russian goods before he parts with his own Because 
otherwise so many things may intervene in Russia 
to prevent the promise being carried out. 
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It is unlikely the Soviet Government will allow the 
Russian to keep the things the Englishman will make 
over or allow the thmgs the Russian would make over 
to go forward In the first case exchange will only be 
for the one transaction In the second case it will not 
come off at all 

Another property of foreign exchanges appears from 
the graphic representation 

pA OO n Cl 00 ra Ca oo qB. 

It is this, that at each stage of exchange there is 
inversion Therefore the more countries having 
different currencies through which goods may be 
exchanged before they finally come to rest the greater 
the difficulty of calculation, and when the currencies 
of any or all of these countries are varying, and it is 
not known how they will vary or even in what 
direction, the calculation becomes, as we see it, 
practically impossible 

But a more important property even than this, 
and a more unexpected, stands out, that the country 
whose currency is depreciated can undersell a country 
whose currency remains constant in the same goods 

In the above expression let us say that the currency 
is depreciated in the foreign country only, and 
therefore C* only falls in value The consequence 
is that B, which m this case may represent the same 
goods as A, but these goods in the foreign country, 
rise in price in terms of C 2 . Then whether they 
exchange for n Ci» * e , for so much currency of the 
home country or directly for pA so much of the home 
goods, r« must increase if the exchange is made 
through C*. This will mean also that for the same 
price more of B will be given. 

Further than this, it is well'known that as a conse¬ 
quence of a rise of prices, the necessity versus luxury* 
consideration comes in and the price of B in terms 
of C* may be forced up or down as the case may be 

* See p. 57 of" Currency and Prices." 
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out of proportion to the fall m the value of currency 
Or to put the same thing in another way, a particular 
article may not follow the general average 
In this way the apparent anomaly of a rise of prices 
m one country with a fall of price in another for 
the same goods is accounted for, and this rise or fall 
may be modified by the necessity versus luxury 
influence above noticed 


APPENDIX D4 

The argument that goods must pass cleaily stands 
out from the graphic expression of exchanges 

*pA oo rC co qB 

for smce the ultimate aim of all exchanges is the 
exchange of A for B, well, why, so it is rC may 
drop out and be disregarded and yet A and B exchange 
The argument that it is useless alone to cut down 
currency in order to reduce prices also stands out 
clearly from the above graphic representation 
Unless A and B increase exchanges must come to 
an end That is to say that production must con¬ 
tinue in order to keep exchanges going In the 
practice of the market, if sales are increased by 
reducing the price, stocks get exhausted Then the 
scarcity of the goods causes a rise again It will be 
found that fluctuations of prices will be severe if 
currency is cut down either too rapidly or not 
sufficiently rapidly At present this country is 
suffering from the latter complamt 


APPENDIX Ei 

It is perhaps hardly necessary to point out how 
the rise of the price of one article causes a rise of the 


* The symbol oo is used to express " exchanges lor." See 
Appendix Dr. 
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price of another We have for five long years been 
most familiar with this But this is only the proxi¬ 
mate cause, the one which is most clearly visible 
and to which most attention is paid, and the more 
abstruse or distant reason not being so easily observed 
does not receive attention 
So the truth that it is tampering unscientifically 
with the currency which is responsible for most of the 
disastrous rise of prices of to-day has been for the 
most part passed over unobserved or if partially seen 
has not been fully understood 
As an illustration of this habit of looking to the 
proximate cause to the neglect of the more distant 
but more important cause consider a row of cards 
stood up against each other in pairs, and lined up 
in a row Upset the end pair and they fall upon the 
next pair and these upon the next, and so the whole 
row falls down The proximate cause of each fall 
is the fall of the previous pair of cards, but the 
child’s push as also his putting up the cards in 
position are more distant causes, without which 
the incident would not have happened 

APPENDIX E2 

At the risk of turning this pamphlet, which was 
begun as a polemic, into a treatise, I thmk it will 
be well to point out at least here in the Appendix 
the distinction between the general and the particular, 
the average and the individual instance It goes too 
far to say that the average never agrees with the 
individual instance, but it is quite true to say that 
the more precisely the average is calculated the 
fewer the individual instances which agree exactly 
with the average Try it m a calculation of the 
average age of any body of men. Calculated to 
years there will be many men of the average number 
of years Calculated to months it will be found 
there are fewer, and so to weeks and days and minutes, 
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at each stage fewer and fewer will be exactly of the 
average age. 

Now what is the application of this truth to the 
argument of my book? It is this, that the principle 
is true, but the individual instances on which it is 
founded will vary frequently on one side or the 
other And so there will always be many who can 
say, You said I would gam but I have lost, and others 
who may say, I thought I would lose but I have 
gained And so as each man goes upon his own 
experience and finds it difficult to see beyond it, 
there is an infinity of degrees of experience and 
opinions But still and notwithstanding the main 
truth is always true 

APPENDIX F 

If as the smaller value Bank of England notes 
were issued currency notes were withdrawn, that 
is, if these bank notes had, as it is called, a backing 
of currency notes instead of gold, their effect which 
now corresponds to that of increasing the issue of 
currency notes would be stayed This would not 
mean that the Bank would not hold gold It would 
do so, for gold is the international currency at present. 
If by the reduction of the currency notes the value 
of the note and the pre-war sovereign were made 
uniform, then if sufficient gold could be obtained 
for the purpose the currency could return to a gold 
basis. Concurrently the demand for- gold which 
so large a renewed use of it would cause would 
lower gold prices all the world over—to the corres¬ 
ponding benefit to all the world in opening out 
further possibilities of production of goods to enjoy. 

GENERAL REMARKS. 

Violent fluctuations of prices are dangerous and 
greatly interfere with industry, as they make the 
calculations so difficult. And again one reduction 
must to a great extent wait upon another* In. 
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a particular case, it may be reduction of wages, 
or it may be of the price of raw material or some 
other item of cost which makes it possible to go 
ahead and face an anticipated fall m the price of the 
goods to be made, where otherwise no business 
would be possible 

If an attempt is made to deflate too violently by 
unduly cutting down the supply of currency which 
the conditions of the moment require, the interest 
on the normal loans necessary for carrying on business 
may be unduly forced up and industrials find it 
difficult to finance their business, and banks at the 
same time, if pressed too hard, would find it difficult 
to carry on 

The rate of interest, therefore, which is a mark of the 
price of currency, must be watched very carefully 
when making reduction I do not think that while 
it is a question of bringing back prices to pre-war 
rates it is possible much to reduce the rate of interest 
without defeating the object of reduction of pnces. 
Or to put it another way, I do not see how interest 
can fail to be held up while pnces are being cut down. 
But without cutting down currency, pnces will not 
fall anything like so fast as they can and should fall 
As in other problems it is a balance of considerations 
High interest will on the one hand check the long- 
continued holding up of goods for the maintenance 
of a high price, but it will also stand in the way 
of money going into new industnes and make the 
conduct of old industnes more difficult. But to a 
great extent the old industries do not need to borrow, 
or are so safe and sure that if they borrow they obtain 
their money at a lower rate of interest on this account. 

It is such balancing considerations as,these which 
make the constant watching of the currency by 
experts accustomed to read the signs of the times 
so necessary. It is impossible for the layman to do 
more than to indicate generally the principles which' 
should govern the experts, leaving the latter to apply 
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the principles to the circumstances of the moment 
In the particular case now under consideration 
I should judge that old industries will be felt to be 
quite safe, while new ones will appear difficult or 
unprofitable This may perhaps not be unfortunate 
if it leads to more rapid production by the old 
industrial concerns and a return to the old scale of 
employment on the old lines 


The Necessity of Special Currency 
Commissioners 

At the risk of wearying the reader I cannot too 
strongly emphasise that if the cuirency is to be 
properly administered it must be put under special 
Currency Commissioners, who shall be free of all 
interference by the Treasury officials Currency 
must be admmistered with a view to maintain 
it as far as possible at a constant or approximately 
constant value, and not with a view of affording easy 
ways and means for Government The Commis¬ 
sioners will need continually to study all the varying 
circumstances which bear upon the use and value of 
the currency and to attend to all the varying con¬ 
ditions of day to day exchanges—exchanges both 
home and foreign being the object for whicft currency 
exists. The home exchanges are much the most 
numerous and important, being it has been estimated 
even m England as 80 to 20 per cent of the foreign 
Had there been such a body at the time of the war 
they would have anticipated a great rise in the value 
of currency from the enormous extension of the use 
of currency which the war occasioned But the 
increase they would have given would not have been 
haphazard or without any guiding principle, or a 
false one as.it has been, but regulated so far as possible 
to meet this demand and no more, with provision for 
automatic withdrawal of the currency as the demand 
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for currency for exchanges fell off This could, I 
believe, have been secured, but if not then there 
should have been direct withdrawal 


Consider ate Causes of Economic Depression 

I should like again to repeat the caution against 
giving too much attention to any one cause to the 
neglect of other important causes For instance, 
if any industry insists on uneconomic wages it 
may hold up, if it is a key industry, all the whole 
process of recovery In this connection I sometimes 
wonder if the Civil Service, whose wages are at 
present uneconomically fixed, is or is not a key 
industry Many would say the country would 
be better off if their numbers were vastly reduced, 
and not a few would say that reduced in numbers 
many of the departments, more especially the new 
ones, would probably do much more efficient work 1 
And many of us would carry on the process in their 
case to vanishing point 1 

Take Note of Differences which matter 

May I at the risk of frightening away my readers— 
and if they have read so far as this it will not matter 1 
—close on a bit of philosophy and a bit of practical 
advice It is this Do not forget that different 
things are never the same Their differences may be 
unessential in respect of what you are considering 
or they may not. Whenever differences are pointed 
out consider carefully whether those differences 
are important or not, not in the abstract, but in 
relation to the subject with which you are dealing. 
As a practical application notice the main argument 
of this book Currency, and money generally, t e., 
other forms of money, have certain differences and 
for our subject these differences are essential. 
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As an illustration I would refer to the whorles" 
or wrinkle marks on the fingers What could seem 
more unimportant ? Most of us never even notice 
that we have them. Yet by their means every 
individual in the world can be identified, and 
murderers often are detected 


Some Currency Attributes. 

If a commodity is used for currency which can be 
consumed in the using or indeed can be consumed 
at all it may at any moment pass into the category 
of ordinary goods and cease to be currency, as when 
for instance coins are melted down into gold Again, 
currency withdrawn is the same as currency consumed, 
since it ceases to act as currency Again, reversing 
the process, when gold passes mto currency it ceases 
to be ordinary goods But gold m hand if it can at 
any moment be taken to a mint and there turned into 
currency, when held as a reserve may practically 
be considered as good as currency for purposes of 
reserve. It must of course actually be turned mto 
currency as sovereigns or dollars or otherwise before 
it can be handled as currency in the shop In every 
country, excepting the most primitive, notes exchange¬ 
able for the metal coins or sometimes not exchangeable 
are used to swell the currency And a law or custom 
to keep smaller reserves of currency, or by better 
organisation to move currency about more effectively, 
acts as an increase of currency. 

The fact that currency is used again and again 
is" the reason why so small a quantity of currency 
can accomplish such an enormous number of trans¬ 
actions. 

It may be noted that where, as originally was 
the case, an actual piece of precious metal accom¬ 
panied each exchange transaction it was much more 
difficult to increase the currency. If net metal 
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could not be got coins had to be called in and reissued 
with less metal But these would not obtain currency 
at their nominal value, but would be weighed and 
tested for the actual amount of gold they contained 
They were often forced upon payees by Government, 
but there was always obstinate resistance, and as 
between private people this was not possible in the 
case of new contracts 

I have said that notes are promises They are 
implied promises to give an average quantity of 
goods, but are promises with a tally attached, and 
the number of tallies is limited But the banker 
and other currency dealers, while they can only 
fulfil just as many promises at one time as their 
tallies cover, can get the tallies returned and use them 
again and again The circulation of these tallies 
or currency varies in every country In England 
the banks are able to issue ten times as many promises 
of currency as they actually have tallies of currency 
This is only to say they are working on reserves 
of less than 10 per cent of currency to their 
obligations 

Possibly this way of looking at the matter will help 
to show how the currency must be limited Too 
many promises as too many protestations are 
worthless 

Again it explams why a war is not stopped or is 
not thought to be stopped for want of money 
Promises are illimitable, and under sufficient stress 
almost any promise will be made But when it comes 
to their fulfilment and they are not fulfilled new 
promises will not be accepted Promises to be of any 
good must not only be made but accepted, and so 
after all war is stopped by want of money, first 
appearances notwithstanding 
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it is that many of the houses which stood worst in then 
reports were afterwards declared to bear a fair character by 
gentlemen of the neighbouthood, specially commissioned after¬ 
wards to report on them for other purposes Moreover, we 
know that the visitois’ lepoits to Giomwell wttt seciet, and 
had a distinct object in view, to be mentioned piesently 
Cromwell himself had conducted some visitations person¬ 
ally while travelling about with the king in the autumn of 
1535 Pie had made inventories of the goods of such 
monasteries as came in his way, and had tinned out all monks 
or nuns who had made their profession before they were 
twenty-five, letting the rest know that they were free either to 
go or to remain, as a veiy rigorous reformation was at hand 
Measures like these, however, did not tend to improve the 
discipline of the monasteries, which the royal visitation altogether 
was admirably calculated to destroy, encouraging monks to turn 
informers, while heads of houses weie haiassed in a way to 
make them weary of their charge and anxious to surrender 
Legh and Layton concluded their work in February 1536, 
when Henry’s “ Long Parliament ” had met again for its last 
Su ression sesslon 'Bhe principal measure laid before it was 
of’ihe?mXrone for the dissolution of monasteries under ^200 
monastenes a y ear in va ) ue jjy w hat j^essuie the consent of 
the two Houses was obtained to this measure it might be 
rash to affirm, although it is certain that the king had intended 
to forbid the attendance of the abbots this session, and there 
is a remarkable tradition recorded by Spelman of a royal 
threat which intimidated the House of Commons But the 
words of the Act itself are suggestive The preamble states 
that carnal sin and abominable living were usual in small 
monasteries with less than twelve inmates So, it is said, 
the king had aseei tamed by the “comperts” of his late 
visitations, “and by sundry credible mfoiinations,” and the 
only reformation possible was to suppress such houses entirely 
and transfer the inmates to large houses, where religion, 
happily, was well observed Writers of a later generation 
speak of a certain “ Black Book,” supposed to have been 
produced in this Parliament, which contained a register of 
monastic enormities, but there is no appearance that any 
document of the kind ever existed except the Compendium 
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Compertorum , and certainly this, in which some of the largest 
monasteries were the worst defamed, affords no warrant for 
the extraordinary insinuation that vice prevailed invariably 
where the numbers fell below twelve, and that the great 
monasteries were better regulated So it is evident that 
the Parliament took the king’s word as to the character 
of the disclosures, and passed the bill because they were 
required to do so Nothing else alleged to have been 
discovered in the monasteries could really have gone before 
Parliament or the public except certain vague statements 
that immoralities were practised in a large number of houses 
But before this parliamentary session had begun—before 
the visitors had ended their labours in the north, and while 
the king’s ambassadors in Germany were still discussing 
theology with the Protestant divines—an event occurred which 
made a sensible change in the situation Katharine Death of 
of Aragon, after nearly four years’ separation from Kathinne of 
her husband, died at kimbolton on January 7, Ariton 
1536 A pathetic story which has gained too much credit 
with historians says that at the last she wrote a touching letter 
to Henry, which drew tears into his eyes when he read it 
Facts, unhappily, reported at the time in confidential despatches 
by Chapuys, show that the tale is a pure invention Katharine, 
for her part, could not have written such a letter, for she 
had long been obliged to yield to the painful conviction that 
her husband had become utterly hardened and unscrupulous 
And the news of her death gave him a satisfaction which he 
was at no pains to conceal “God be praised,” he said, “ we 
are now free from all fear of war 1 ” Next day he clothed 
himself in yellow and danced with the ladies of his court, like 
one mad with delight There was no doubt the relief was 
intense, for tardy justice might still have overtaken him under 
a system in which temporal princes were supposed to be 
bound to defend public morality and the respect due to 
Holy Church against outrageous conduct such as his 
The emperor, too, who was just returning from Tunis and 
on his way to visit the pope in Rome, might have been 
moved at last, if not by the ties of blood (which could hardly 
have touched deeply so cold a politician’s heart), at least by 
the ties of honour, to demand justice to his aunt, even 



